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3ABSTRACT
1987 was an eventful year for the Hong Kong financial.
market. The year began with a rally in the stock market
which peaked in October with many record breaking events and
ended with a dramatic plunge never encountered before.
During the rally was the development of new hybrid financial
instruments, one of which was the Index-Linked Certificates
of Deposit. Unfortunately, the launching of the product was
subsequently withdrawn after the crash.
This research report studies the facts and fate of the
Index-Linked CD and begins with a definition of the product,
explaining its major features. Afterwards, it goes on to
examine the factors conducive to the development of the
product which is followed by an exploration of how the
issuer will manage the product (eg. pricing and position
exposure). A discussion of the importance of the product
for investors and the issuer follows. Before reaching any
conclusion, the reasons for withdrawing the- product are
considered briefly.
This study establishes some necessary market conditions
before relaunching of the product is possible. It concludes
that while not all the conditions are likely to be favour-
able in the near future, they can possibly materialise and
the product will be relaunched with promising prospects in
the longer run. Moreover, the importance of this hybrid
instrument points to growing popularity and increasing
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Background of the Research
it iS well understand that there are two periods for
every cycle of the equity or stock market: the bull and the
bear. After the merging of the four stock exchanges in late
1986 into the Stock Exchange of Hong Kong Limited, the
already soaring Hong Kong Stock Market continued with its
record breaking rally in the first ten months of 1987 with
the Hang Seng Index soaring to its record high of 3968.70
(intra-day) on October 1, 1987 compared with 2568.30 on
January 2, 1987. (Table 1.1)
Parallel to this record-breaking rise of the Hang Seng
Index are three phenomena:
1. A corresponding record-breaking trend for the turnover
of the stock market. (Table 1.1)
2. A relatively inactive market for financial instruments'
which do not provide some kind of an equity-kicker
feature (eg. issuance of naked CD) (Table 1.2) and
3. The introduction of financial instruments with added
equity-kicker property (e.g. Hang Seng Index Futures
and Paribas Bull and Bear Bond)..
Wardley Capital Limited had arranged to launch another
index-linked financial instrument on October 16, 1987, that
is the Fixed Rate Index-Linked Negotiable Hong Kong Dollar
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Certificates of Deposit (Index-Linked CD hereafter).
However, the bear suddenly came and overthrew the reign
of the bull: the Hang Seng Index slipped 420.81 points
(11.1%) on October 19, 1987 and a further 1,120.70 points
(33.3%) on October 26, 1987 following the closure of the
Stock Exchange of Hong Kong Limited as well as the Hong Kong
Futures Exchange Limited from October 20 to October 23.
Alongside this dramatic death of the bull, Wardley
Capital Limited announced on October 20, 1987 that the
launching of its Index-Linked CD was withdrawn.
Research Objectives
Thus, the problem statement is: given that the
intention to launch the Index-Linked CD was aborted on
October 20, 1987 when the Hong Kong Stock Market suffered a
major setback and was subsequently closed for four days,
what will be the fate of the product?
Since it is impossible to come to a conclusion about
the future of Index-Linked CD without giving attention to
.the pertinent facts of the product, the more specific
objectives of the research are therefore:
1. To study the events leading to the development of the
Index-linked CD
2. To study the major features of the product;
3. To study the management of the product;
4. To study the importance/uses of the product;
5. To examine the reasons for withdrawing the product
6. To examine the possibility of relaunching. the product;
the conditions necessary for relaunch and the prospects;
of the product if it is relaunched and
37. To use this study to exemplify the development,
management, importance and future of index-linked
instruments.
Methodology
In order to accomplish the research objectives as
listed in the previous section as well to solve the stated
problem, a research strategy was formulated which consists
of the following three efforts:
Secondary Data Collection
A secondary data search had been done with the aim of
collecting information on:
(a) The development of the Hong Kong Money and Capital
Market. This can serve to provide a background to
analyse the factors leading to the development of
index-linked products, particularly that of the Index-
Linked CD
(b) The main features of the Index-Linked CD to exemplify
index-linked products in general
(c) The management of index-linked products and
(d) The importance/uses of index-linked products, both in
the light of the issuer and that of the investors.
The major sources of secondary data from the literature
review were the following:
(a) books
(b) newspaper and periodicals
(c) information memorandum/prospectus and
(d) related research done previously.
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Primary Data Collection'
The effort on primary data search was mainly spent to
supplement the results of the secondary data collection in:
(a) Ascertaining the factors conducive to the development
and subsequent withdrawal of the Index-Linked CD
(b) Understanding the management of the Index-Linked CD
(c) Understanding how and to what extend will the Index-
Linked CD be used and who will use it
(d) Ascertaining the conditions necessary for relaunching
the Index-Linked CD and
(e) Projecting the future of the Index-Linked CD and
possibly that of Index-Linked products in general
The extent of the primary data search was contingent
upon the findings in the secondary data search and the major
sources of primary data comprise:
(a) interviews with the originator/issuer of the Index-
Linked CD and
(b) interviews/limited surveys with financial institutions.
Analytical Procedures
Based on the information obtained from the data
collection effort, two types of analysis were employed:
(a) Graphical analysis was employed to study patterns
(b) Qualitative/descriptive analysis was employed*to deduce
the development of index-linked products, especially
the Index-Linked CD, and the possibility of relaunch'as
well as the prospects if relaunched.
Limitations
The major limitations of.the research arise out of
several contexts. The first is the need to access
5
information that is potentially proprietary. Since the
study is on a specific product which has not been launched,
the proprietor may be afraid of information leakages. The
best that the researcher can do in this case is to guarantee
the originator of the Index-Linked CD that the research
report will be kept confidential for five years.
The second is the financial constraint that is inherent
in a student's research. Many major books and periodicals
are not available in the libraries which the researcher has
access to. As a result, the researcher has to either
iequest the interviewees to spare him an extra copy or else
buy the book himself.
The last limitation of the research is that due to the
nature of the study, it is not appropriate to collect
primary information with a questionnaire consisting of
multiple choice questions. Consequently, the researcher has
to set out standard questions for conducting interviews,
to probe the interviewees' answers and try to be as
consistent as possible in each case.
However, it is out of the researcher's control as to
whether a financial institution will favour him with an-
interview or not. Moreover, even if a financial institution
does grant an interview for the researcher, it may happen
that the company or the interviewees do not have enough
knowledge about the product (Index-Linked Cd) as it has not




1987 HANG SENG INDEX TURNOVER VOLUME SUMMARY
CloseHighLowBegin
2,302.752,568.30 1,876.18 3,968.70Hance Sena Index
(Dec 31)(Oct 1)(Dec 7)(Jan 2)
456.12401.58735.73 5,407.55Turnover (HK$ M)
I (Dec 31)(Apr 21)(Oct 2)(Jan 2)
TABLE 1.2
FOUR YEARS SUMMARY OF CD ISSUANCE







DEFINITION OF THE PRODUCT
Before going into the details of the five facets
(development, management, importance, withdrawal and future)
of the Index-Linked CDs, it is appropriate to present a
clear definition of what the product is. This will be done
by examining the major or important features of the product.
Certificates of Deposit
A certificate of deposit, which is more commonly
referred.to as a CD, is nothing but a certificate issued to
a depositor to acknowledge his/her making a deposit with the
issuer of the certificate. However, a certificate of
deposit should not be confused with a time deposit as it
posseses some distinguishing features.
First, a CD is a negotiable instruments meaning that
the holder of a CD can liquidate the deposit and get his/her
cash back by selling the CD to another investor'. For this
effect, bid and ask prices are quoted in the secondary
market for the trading of CDs.
In addition, an investor can make a time deposit with
any financial institution, with a wide range of available
maturities and in any amount above the minimum requirement
at his/her discretion. On the contrary, the maturity of a
CD is specified by the issuer who also determines the
denomination of the CD as well as the maximum amount to be
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issued. It is also obvious that one can only acquire a CD
from the issuer or holder of the CD.
The simple illustration given above is usually called
plain-vanilla because it differs from the more complex
issues which bear added features such as index linkage or'
those that are issued with warrants.
Index Linkage
When we. say a product is index-linked, we mean that the
price fluctuation of the product is linked to an index. As
a result, an investor can gain.or lose in an index-linked
product through the ups and downs of the underlying index.
Moreover, the investors will also be told the amount they
will gain or loss per unit fluctuation of the index before
they invest.
In general, one can*link a product to a variety of
indices that can be-thought of: from Consumer Price Index
(CPI) to the price of beef from a stock index (Hang Seng or
Hong Kong Index) to the economy's growth rate (GDP growth
rate) from a foreign exchange index or the price of gold
to the population growth rate and the price of an antique.
Some example of index-linked products include the Hang
Seng Index Futures and the Paribas Bull and Bear Bond. The
two products are both linked to the Hang Seng Index. An
investor who had longed (shorted) a Hang Seng Index Futures
contract can expect to gain or loss HK$50 per Hang Seng
Index point up and down (down and up) respectively.
For the Bull and Bear Bond, the holder of a Bull (Bear)-
Bond will make a profit or loss of HK$7.50 for each point
the Hang Seng Index up and down (down and up) apart from the
9
interest receivable.
The Index-Linked CD under the scope of this study is a
product linked to a stock index, specifically, the Hang Seng
Index. An investor can expect to gain or loss HK$35.0 for
each Hang Seng Index point fluctuation, depending on the
investor's position, as discussed in the following section.
Tranches
The Index-Linked CDs are divided into two tranches,
namely, the Call (Series A) and the Put (Series .B). The
amount of each of the two series to be issued are both
HK$100 million giving a total of HK$200 million for the
whole issue.
For series A or the Call, the holders of the CDs will
obtain full payment of the principal value of their CDs on
maturity, together with interest, from the issuer.
Moreover, the holder of each Call CD will receive an
additional amount of HK$35 for every point of the closing
Hang Seng Index on the Maturity Date that is above the Base
Index (the closing Hang Seng Index on the Deposit Date). No
additional amount will be paid if the Base Index is above
the closing Hang Seng Index on the Maturity Date.
Likewise, the holder of series B or the Put CDs will
receive full payment of the principal value of the CDs on
maturity, together with interest, from the issuer. Further-
more, the holder of a Put CD will receive an additional
amount of HK$35 for every point of the closing Hang Seng
Index on the Maturity Date that is below the Base Index. No
additional amount will be paid if the Base Index is below
the closing Hang Seng Index on the Maturity Date.
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Thus, the essence of the index linkage for the Index-
Linked CDs is an index option. Since an investor cannot
sell the CD back to the issuer to realise the additional
return before expiration, it is, therefore, an European
option (vs American option) in effect.
Interest
The interest rate structure of the Index-Linked CDs is
fixed. For the Call CD, it is fixed at 5-1/2% per annum
payable annually in arrear whereas it is fixed at 6-1/2% per
annum payable in arrear for the Put.
The calculation of interest will be based on the actual
number of days elapsed in a year of 365 days, with the first
interest payment date being October 21, 1988 and the final
interest payment date being October 23, 1989.
Since interest on Hong Kong dollar deposits made with a
financial institution carrying on business in Hong Kong is
exempted from interest tax or withholding tax, there will be
no interest tax deductible from the interest on the CDs.
Illustrations of payment amount at maturity for the
Call and the Put are given in Table 2.1 and 2.2
respectively, with the Base Index assumed to be 4,000.
Otner Features
The proposed Deposit Date was October 21, 1987 and the
Maturity Date was October 23, 1989. The CDs was proposed to
be issued at par and to be denominated in HK$500,000. The
issuer will also act as the custodian and payment agent.
The Laws of Hong Kong will be the governing law.
Finally, Wardley Thomson Limited will act as the dealer
and maintain a secondary market in the CDs. Thus, Wardley
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Thomson Limited will quote buying and (when they have CDs
available) selling prices for the CDs. The quotations will
be made in line with the general market practice for
existing Hong Kong Dollar CDs. It is expected that prices
in the secondary market will reflect the then level of the
Hang Seng Index compared with the Base Index. Consequently
the price of the CD will be made up of the straight debt
value which reflects the prevailing interest rates and the
value of the put or call option element which reflects the.
prevailing level of the Hang Seng Index. Examples of the
calculation of proceeds on a secondary market transaction
for the Call and the Put are given in Table 2.3 and 2.4
respectively.
TABLE 2.1
ILLUSTRATION OF PAYMENT AMOUNT
FOR A CALL CD ON MATURITY DATE
Total repaymentLevel of Hang
on maturityAdditional PaymentSeng Index on










ILLUSTRATION OF PAYMENT AMOUNT
FOR A PUT CD ON MATURITY DATE
Total repaymentLevel of Hang
Additional Payment on maturitySeng Index on






Inclusive of principal, interest and additional
payment.
TABLE 2.3
EXAMPLE OF CALCULATION OF PROCEEDS ON
A SECONDARY MARKET TRANSACTION FOR A CALL CD
Assumption: Sold at a price of 108% on January 15, 1988
for settlement on the same day.
HK$540,000.00Principal (HK.$500,000)* price (108%)
Gross Accrued Interest:
HK$ 6,479.45HK$500,000* 5-1/2%* 86/365
HK$546,479.45Total Proceeds of Sale
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TABLE 2.4
EXAMPLE OF CALCULATION OF PROCEEDS ON
A SECONDARY MARKET TRANSACTION FOR A PUT CD
Assumption: Sold at a price of 108% on January 15, 1988
for same day settlement.
HK$540,000.00Principal (HK$500,000)* price (108%)
Gross Accrued Interest:
HK$500,000* 6-1/2%* 86/365 HK$ 7,657.53
Total Proceeds of Sale HK$547,657'.53
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CHAPTER III
DEVELOPMENT OF THE PRODUCT
The study of the development of the product can be
divided into three streams: development of Certificates of
Deposit, development of the stock market and development of
the index linkage. This is how this chapter is organised.
Development of Certificates of Deposit
Certificates of Deposit, commonly called CDs, made
their first appearance in the Hong Kong financial arena
through Slater Walker Securities in 1973. However, the
introduction was unsuccessful due to the unfamiliarity of
the product to the investors in Hong Kong and, more
importantly, to the unavailability of a secondary market to
provide enough liquidity for the instrument.
Four years later in July 1977, CDs were reintroduced
into the money market of Hong Kong. The issuer was Wardley
Limited, a wholly owned subsidiary and the merchant banking
arm of the Hongkong Shanghai Banking Corporation. Apart
from the difference that the denomination of the latter
issue ranged from HK$100,000 to HK$1 million while the
maturity varies from three months, six months to an even
longer period, the most distinguishing factor was that
Wardley Limited would make a secondary market for the issue.
Put in other words, Wardley Limited would quote rates that
were in line with the prevailing interest rate for the bid
and ask prices of the CDs.
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Two months later, Chase Manhattan Asia issued another
series of CDs in which Jardine Fleming would provide the
secondary market. A number of banks then followed suit and
joined the CDs market of Hong Kong.
The most common CDs issued are denominated in
HK$500,000 for a maturity of three to five years even though
a shorter or longer maturity is also available. There are
basically three categories of CD:
Floating Rate CDs Based on Prime Rate
The interest rate on this type of CD is based on the
Prime rate without additional coupon. It is attractive to
investors because the prime rate is usually higher than the
interbank rate. The issuer will benefit if they are trying
to match their prime rate assets.
Floating Rate CDs Based On Interbank Rate
Traditionally, this is the most common type of CD in
which the interest rate is based on the Hong Kong Interbank
Offer Rate (HIBOR) plus a small premium coupon. The
additional coupon rate is a function of the issuer's
reputation, the timing of the issue as well as the maturity•
of the issue.
Fixed Rate CDs
Although floating rate CDs, especially those based on
the interbank rate, had traditionally been the most common
types of CD, this phenomenon was reversed in 1985 and 1986
in which fixed rate CDs have an overwhelming domination of
the market. Last year, we saw a more or less equal amount
of fixed rate and floating rate CD issuance as shown in
16
Table 3.1.
The boom in fixed rate CDs was caused mainly by two
reasons: the declining interest rate from 1983 to 1987 and
the development of the swap technique. Table 3.2 shows the
high/low and year end one-month HIBOR while Table 3.3 shows
the HSBC's (Hongkong Shanghai Banking corporation) quoted
best lending rate.
The dramatic decline in interest rates is quite obvious
from the two tables. Asa result, corporations who were
bearing high interest rates for their debt equity were
prompted to benefit from the fall in interest rates and to
fix their interest liabilities at a lower level. This
objective can be achieved through the use of interest rate
swaps. Consequently, the demand for fixed rate CDs surged.
(Refer to Appendix 1 for a discussion of, interest rates
swaps.)
Under the revised regulations that are currently in
effect, financial institutions are allowed to hold CD issued
by other licensed banks and licensed deposit taking
companies as their assets, though up to a maximum of 2% of
their total assets, to meet the statutory. liquidity
requirement. This revision has help bolster the demand for
CDs.
Finally, as the issuance of CDs can offer a stable and
relatively cheap source of funds, banks are thus tempted to
reduce their reliance on the interbank market for funds
and issue their own CDs to obtain the required funds.
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Development of-the Stock Market
Before April 2, 1986, there were four stock exchanges
where equity shares were traded. The traditional exchange
was the Hong Kong Stock Exchange which was established in
1871 and remained the only stock exchange until 1969 when
the Far East stock exchange. Two years later, the Kam Ngan
Exchange came into being through the effort of the members
of the Chinese Gold and Silver Exchange. The fourth
exchange, the Kowloon Exchange, was established by private
entrepreneurs in 1972.
These exchanges were autonomous and self-regulated
while subject to the authority of the Securities Commission.
Trading was done by open outcry on the trading floor. By
1982, the relative shares of each exchange in the total
turnover is listed in Table 3.4.
After the establishment of the Kowloon Exchange, the
Government stepped in to prevent the formation of further
exchanges and proposed the merging of these exchanges into
one in 1985. The Stock Exchange of Hong Kong Limited, which
is the unified stock exchange, finally came to. life on April
2, 1986 and -the days when Hong Kong used to have four
exchanges became history. With the unification of the four
exchanges into the Stock Exchange of Hong Kong Limited, the
Hong Kong stock market began to gather momentum for the
third rally since 1969 along with the deployment of' a
computerised trading system.
By the end of March 1987, a year after the founding of
the Stock Exchange of Hong Kong, the Hang Seng Index had
risen 1,110.53 points or 69.27% from 1,603.27 to 2,713.81.
In fact, the stock market had never been more bullish and by
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October 1, 1987, the Hang Seng Index had reached its record
high: an intra-day of 3,968.70 and a closing of 3,949.73 or
had risen 148% and 146% from 1,603.27 respectively.
The turnover and market capitalisation of all listed
companies of the equity market had also showed a similar
phenomenon of record breaking like the Hang Seng Index. The
average daily turnover had risen to HK$ 3,640.44 million, or
in terms of shares, 1,015.29 million in October 1987 while
the market capitalisation reached its peak in September 1987
at HK$755,823.81 million.
Tables 3.5 and 3.6 show the statistics of the Hang Seng
Index and turnover as well as market capitalisation for
1987.
Development of Index Linkage
The unification of the four exchanges into the Stock
Exchange of Hong Kong Limited also effected the introduction
of a new financial instrument and a new exchange: stock
index futures (the Hang Seng Index Futures) and the futures
exchange (the Hong Kong Futures Exchange Limited).
Since its establishment on May 6, 1986, the trading
activity for the Hang Seng Index Futures experienced a
growth which was more explosive than that for the turnover
of equities. Only 31,070 lots were traded for the 19
trading days in May 1986, but turnover hit its peak' in
September 1987 at a record total of 601,005 lots for the
month, or a daily average of 27,318 lots. Table 3.7 is a
summary of monthly trading activities for the Hang Seng
Index Futures in 1987.
It is reasonable to argue or suppose that investors
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with a short position in Hang Seng Index Futures are using
it for hedging or arbitraging their position in the equity
market. However, since short selling is not allowed in the
Hong Kong stock market, one can therefore interpret those
with a long position with the Hang Seng Index Futures as
speculators. Thus, the record trading volume of the Hang
Seng Index Futures and the turnover of the stock market
implied investors' interest in equities and equity related
instruments.
Additional evidence of investors' frantic interest in
equities is the statistic of corporate fund raising
activities in 1987. Through new issues, rights issues and
placements, corporations raised over HK$40 billion in the
first three quarters of 1987, an amount which is more than
three times the total in 1986 or the nine-year aggregate
total beginning in 1977.
Alongside this furious chase for profit in the over-
heated stock market is tranquility in the fixed rate CD
market, especially from April to October 1987. Table 3.8
contrasts the activities in the equity and equity-related
market with fixed rate CD issuance activity for the period
April to September 1987.
As a result, issuers of fixed rate instruments would
need some equity-kicker to facilitate the selling of the
instrument. The first example of such added equity flavour
to a fixed rate instrument was the Paribas Bull and Bear
Bond in which the return to the bond holder will depend on,-
the performance of the Hang Seng Index relative to his/her
expectation.
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Wardley's Index-Linked CDs was.the second in the line
where the return on a fixed rate instrument is .linked to the
Hang Seng Index in order to facilitate the selling of the
CDs. The CDs were targeted at the medium risk preference
investors who are more risk-averse than those investing
directly in equities but are more aggressive than those who
prefer to put their money in a deposit account. The Hang
Seng Index was chosen because it is the most widely accepted
indicator of the Hong Kong equity market. In addition, it
had an underlying futures contract (the Hang Seng Index
Futures) such that Wardley could effectively hedge the
underlying stock index option risk associated with issuing
the CDs.
TABLE 3.1
SUMMARY STATISTICS FOR ONSHORE CD
TRANSACTIONS (1984-1987)
























Source: Hong.Kong Monthly Digest of Statistics
TABLE 3.3
1983- 1987 SELECTED HSBC'S QUOTED












Source: Hong Kong Monthly Digest of Statistics
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TABLE 3.4
RELATIVE SHARES OF THE FOUR EXCHANGES

























Source: Securities Bulletin, vol. 10- 21
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TABLE 3.6


















Source: Securities Bulletin, vol 10 -21
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TABLE 3.7
1987 HANG SENG INDEX FUTURES TRADING VOLUME
AverageTotal













Source: Securities Bulletins, vol 10 -21
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TABLE 3.8
CONTRASTING ACTIVITIES IN EQUITY AND EQUITY-RELATED
MARKETS WITH FIXED RATE CDS.ISSUANCE ACTIVITY
IN 1987 APRIL- SEPTEMBER
Fixed RateAverage HSIEAverage
CD IssuanveTurnoverTurnoverClosing









MANAGEMENT OF THE PRODUCT
Owing to the fact that the information pertinent to
this chapter is proprietary, the originator is reluctant to
disclose exactly how the product is priced and how its
position is hedged. The writer reasons that this abt of the
originator is understandable, because any leakage of this
information will adversely affect the relaunch of the
product as well as the position of the originator.
However, the product is priced primarily with the
famous Black-Scholes option pricing model, with specific
variations and adaptations, of course. Thus, the effort of
this chapter will be on explaining some determinants of
option value, an introduction of the Black-Scholes model and
a few comments on the issuer's position.
Before starting to discuss the determinants of option
1
value, perhaps it is more appropriate to mention two rules
that the price of an option must adhere to:,
1. The value of an option can never be less than zero.
Because an option represents only a right but not an
obligation, it can never be a liability and thus 'the
worst case is for an option to be worthless or assume a
zero value.
2. For an immediate-expiration index option, the price of
1'
D.L. Luskin, Index Options Futures, pp 79-80,
John Wiley Sons, 1987.
28
a call equal zero or the index price minus strike price
whichever is higher and the price of a put must equal
zero or strike price minus the index price otherwise
riskless arbitrage profit is possible. Investors will
compete for this profit until the situation is no
longer profitable.
Determinants of Option Value
Although there are many factors that can influence the
1
price of an option, only the six most important ones will
be covered:
Price of the Underlying Index
It is very intuitive that the price of the underlying
index will influence the price of an index option. As a
call is a right to buy the index at the striking price (s)
at expiration, the higher the underlying index clearly
increases the price of the call. It U is less than S. the
call is out-of-the money. However, as U increases, the call
will become at-the-money (I equals S) or in-the-money (I
greater than S). Obviously, the value of an out-of-the
money call will be less than that of a at-the-money call
which will in turn be less than the price of an in-the-money
call. Therefore, the value of a call index option increases
with increase in the underlying index.
The same argument follows for the put index option,
except in the reverse direction because a put represents a
right to sell the underlying index at the striking price.
Thus, the price of a put index option decreases with an
J. Cox and M. Rubinstein, Options Markets, pp 33-4,
Prentice-Hall Inc., 1985.
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increase in the underlvinq index.
Striking Price of the Option
By reversing the effect of the price of the underlying
index on the value of an index option, the impact of the
striking price on the value of an index option is obtained.
This is true because when U is greater than S, the call
index option is in-the-money and as S increases, it will
reach the points at which U equals S and U less than S where
the call will be at-the-money and out-of-money respectively.
Thus, the the price of a call will decrease with increases
in the striking price. Similarly, the price of the put will
increase with decreasing striking price.
Volatility of the Underlying Index
The third significant determinant of the price of an
index option is the volatility of the underlying index.
However, it is important to distinguish volatility with
beta, which is a measure of relative volatility. For
example, the beta of a stock is a measure of how volatile
the movement of its price is relative to the stock market.
Thus, the beta for the Hang Seng Index is theoretically
equal to one.
As a result, it is more appropriate to use the
dispersion of possible future index or how far and how fast
the index can be expected to move during the life of 'the
option than to use beta as a measure of the index's
volatility.
The volatility of the underlying index should be
considered in pricing an index option because the risks for
the buyer and seller of an index option are not symmetrical
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--- the buyer's gains and thus the seller's losses are
potentially unlimited while the buyer's losses and the
seller's gains are what the buyer pays for the option,
namely, the price of the option.
Due to the asymmetrical risk patterns between the buyer
and the seller, increasing volatility of the underlying
index will work to the advantage of the buyer. As higher
volatility implies a greater average expected return for the
buyer, he should, therefore, pay a higher price for the
option to compensate the seller for assuming higher risk.
Dividend Yield of the uncteriying lnaex
The impact of dividend yield of the underlying index on the
price of the index option can be conceived through
understanding the make-up of the index.
The Hang Seng Index is a weighted average index
consisting of 33 constituent stocks. The dividend yield of
the Hang Seng Index means the dividend yield of a portfolio
built with these 33 stocks in weighs exactly as the Hang
Seng Index. As the prices of these stocks are marked down
on the ex-dividend day by the amount of dividends paid, so
will the Hang Seng Index.
Since the buyer of an index option is not entitled to
receive these dividends, dividend payments effectively lower
the price of the underlying index. By the same token as, in
the discussion of the impact of the price of the underlying
index on the price of an index option, the higher the
dividend yield of the underlying index, the lower (higher)
the value of a call (put) index option.
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Time to Expiration
Given a long period of time remaining until expiration,
the underlying index may rise well above the striking price
even with a low index volatility. Therefore, the value of a
call increases with its time to expiration.
With the same reasoning, the longer the time to
expiration, the more the underlying index can decline to a
point below the striking price. Consequently, the price of
a put index option will also increase with its time to
expiration.
To summarise, the value. of an index option should
decline as time passes and this periodic attrition of value
as time passes is called an option's theta or time decay.
For this reason, options are often thought of as wasting
assets.
Risk Free Interest Rate
By buying a call index option, an investor pays only
the price of the option, not the price of the index, to
benefit from the appreciation in the underlying index. The
investor can invest the difference between the cost of the
option and the cost of the index at risk free rate. As a
consequence, the higher the risk free rate, the higher the
value of the call option. In addition, a higher risk free
rate means lower present value of the striking price and
thus higher (lower) price for the call (put) option.
The reasoning for buyers of a put index option goes
exactly in the reverse: the investor is in effect selling-.
the index but deferring the receiving of the proceeds and
benefit from. depreciation in the index. The 'investor,
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therefore, has forgone the opportunity to invest the
proceeds of selling the index at risk free rate and should
be compensated by a lower price of the put option.
Black-Scholes Model
After examining the various determinants of an option's
value, it is time to see how these factors are integrated
into a model for pricing an option. According to Wardley
Capital Limited, the model they used to price the Index-
Linked CD is a variation of the famous contionus time Black-
Scholes model. Unfortunately, the specific adaptations
remain proprietary. The discussion in this section will
consequently concentrate on an introduction of the model.
The Black-Scholes model was developed by Fischer Black
together with Myron Scholes and was published in the Journal
of Political Economy, May-June 1973. The principle behind
the model is that options can completely eliminate market
1
risk from a stock portfolio. Equivalently, a neutral
option hedge is the key to the determination of option
2
value.
Under the assumptions as listed in Table 4.1, the
formula that Black and Scholes derived for option pricing
is given as:
where Value of a call,
Current price of the stock/index,
1
G.L. Gastineau, The Stock Options Manual, p. 246,
2nd Edition, McGraw Hill Book Co., 1979.
2
G.L. Gastineau, The Stock Options Manual, p. 246,
2nd Edition, McGraw Hill Book Co., 1979.
3
J. Cox and M. Rubinstein, Options Markets, p205,
Prentice-Hall Inc., 1985.
Striking price of the option,
Risk free rate of return,
Standard deviation of stock/index
price,
Time to expiration,
Cumulative normal density function of
x, and
For an European option on stockindex that pays no
dividend, the put-call parity is given by
-t 1
where Value of a put
Adjusting for dividend payments, the put-call- parity
relationship will become
where : Sum of present values of all cash
dividends to be paid with ex-dividend
dates prior to expiration date of the
option.
From an investor's point of view, the significant
implication of the Black-Scholes model is that the first
term in the formula, UN(x), is the present value of
receiving the index if and only if the call finishes in-the-
-t 0.5
money. The second term, -S N(x- dt), is the present
value of paying the striking price if and only if the call
3
finishes in-the-money.
However, on an ex-dividend day, the index will be
marked down correspondly with the amount of the dividend
paid. Thus, it is necessary for the Black-Scholes formula
1
J. Cox and M. Rubinstein, Options Markets, p42,
Prpnf i pp-Ha1 1 Tnc., 1985
2
J. Cox and M. Rubinstein, Options Markets, p43,
Prentice-Hall Tnn.. 198S.
3
J. Cox and M. Rubinstein, Options Markets, p205,
Prentice-Hall Inc., 1985.
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to incorporate the influence that dividend payments have on
an option's value. The simpliest approach is to subtract
from the index price the present value of any dividends
1
expected to be paid during the life of the option
Issuer's Position
Comparing the positions between Wardley and Paribas
(Issuer of the Bull and Bear Bond) reveals a significant
difference. For Paribas, either the Bull holders will pay
for the Bear holders' gain or the Bear holders will pay for
the Bull holders' gain. Paribas is left with a safe
position that need not be hedged.
On the contrary, Wardley has to pay the extra-return to
either the call holders or the put holders when there is a
difference between the Hang Seng Index on the deposit date
and the expiration date. As a result, the issuance of the
Index-Linked CD creates a position for Wardley to manage.
In order to simulate Wardley's position, two
assumptions are needed:
1. that the price investors pay for-the option element is
the lower'interest rate, and
2. that the prevailing interest rate for 'a naked CD with
two years maturity is 8% p.a.
These assumptions are needed due to the lack of the
necessary proprietary information necessary to compute the
price based on the Black-Scholes model. The second
assumption will also provide a discount rate to calculate
the present value of the price of the option.
1
R.A. Haugen, Introductory Investment Theory, p314,
Prentice-Hall Inc., 1987.
If these assumptions hold, the price of the call
option will be given by:
HKS500,000 (1st year)
HKS500 ,000 (2nd year)
HK$22,291.
Similarly, the price of the put option will then be
HK$500,000 (1st year)
HK$500, 000 (2nd year)
HK$13,371.
Given an 8% discount rate, the present value of HK$35
2
two years from now is HK$35(1+ 8%), or HK$30. For the
seller of the call,, if the index finishes below the striking
price of the option, his profit will equal to the price of
the option. However, as the index finishes more and more
above the striking price, the premium received in selling
the option will be eaten away. The break-even point for the
call-writer is given by
option premiummultiplier (present value)
HK$22,291HK$30
743
that is, as long as the index finishes not more than 743
points above the base index, the call-writer will win.
The argument for the put-writer follows exactly the
same, and the break-even point for the put-writer is given
by
HK$13,371HK$30 446
Therefore, the put writer will earn a profit as long as the
index finishes less than 446 points below the base index.
The two situations are graphically presented in figure 4.1
and 4.2 respectively.
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As for the writers of a call or a put, the sellers will
generally have some expectation on the direction of market
movement. Wardley is, however, the writer of both calls and
puts with equal striking price and maturity in the issuance
of the Index-Linked CD. Her position will be a composite of
the positions of a call-writer and a put-writer, and is
technically called a top straddle. In this sense, Wardley
is betting on the magnitude of the market movement but not
on the direction of market movement.
In writing both calls and puts simultaneously, Wardley
will receive HK$35,662 (HK$22,291+ HK$13,371). The break-
even point of this top straddle is calculated as
HK$35,662/HK$30= 1,189
As a consequence, Wardley's position will be safe if the
index finishes less than 1,189 points away from the base
index. The maximum profit will of course occur when the
index finishes at the striking price (see figure 4. 3).
For any fluctuation that is 1,189 points from the base,
Wardley can use the Hang Seng Index Futures as the hedging
instrument. However, this will necessitate constant close




KEY ASSUMPTIONS BEHIND THE BLACK-SCHOLES MODEL
1. The short term interest rate is known and constant
through time.
2. The stock price follows a random walk in continous time
with a variance rate proportional to the square of the
stock price.
3. The distribution of possible stock prices at the end of
any finite interval is lognormal.
4. The variance rate of return on stock is constant.
5. The stock pays -no dividends and makes no other
distributions.
6. The option is an European option.
7. There are no commissions or other transaction costs for
the stock and option.
8. It is possible to borrow any fraction of the price of a
security to buy it or to hold it, at the short-term
interest rate.
9. A short-seller will simply accept the price of the
security from the buyer and will agree to settle with
the buyer on some future date by paying him an amount
equal to the price of the security on that date. While
this short sale is outstanding, the short seller will
have the use of, or interest on the proceeds of the
sale.
10. The tax rate, if any, is identical for all transactions
and all market participants.
Source: Gastineau, The Stock Options Manual, p. 247
2nd Edition, McGraw Hill Book Co., 1979.
FIGURE 4.1 POSITION OF EWRITING AN
UNCOVERED CALL
STOCK INDRX (B= BASB)
FIGURE 4.2 POSITION OF WRITING AN
UNCOVERED PUT
STOCK INDRX (B = BASB)
FIGURE 4.3 POSITION OF A TOP STRADDLE
STOCK INDRX (B= BASB)
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CHAPTER V
IMPORTANCE OF THE PRODUCT
The emphasis of this chapter will be on the role that
the Index-Linked CD would play in the financial market of
Hong Kong if it was launched successfully. The discussion
will mainly be focused on the standpoints of two parties:
the investors (holders of the CDs) and the issuer.
Investors' StandPoint
From an investor's point of view, the significance of
the CD varies with investment strategies. Although many
combinations of tranches are possible, only the two most
basic ones will be examined. Thus, the discussion will be
on: simple buy of a single tranche, simple buy of both
tranches and using the CD for a hedging portfolio.
The comparison between returns on these strategies will
be based on a one year investment horizon. Moreover, it is
assumed that prices of the various instruments will reflect
a base index of 3,000.
Buying a Single Tranche
It is obvious that an investor can buy either the call
or the put tranche of the CD. Consider a scenario in which
investor A buys a call and investor B buys a put. Three.
outcomes are possible: the closing Hang 'Seng Index on the
maturity date is above, equal or below-the base index.
Since an investor will earn an extra..HK$35 for each
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Hang Seng Index point moved in accordance with his
expectation, he therefore earns an additional 0.007% return
(HK$35/HK$500,000 x 100%) per Hang Seng Index point movement
for correct expectation.
Call vs Put
For the call holder, there is no limit on the potential
additional return as there is theoretically no upper limit
for the Hang Seng Index. On the contrary, the holder of the
put can only obtain a maximum additional return of
HK$105,000 (HK$35 x 3,000) or 21% as the Hang Seng Index
cannot, theoretically, be less than zero. Thus, the return
structures for the call and the put holders are different
and are pictured in figure 5.1. As can be seen from the
figure, the return on the call will equal to the return on
the put at an Hang Seng Index of 3,143 which is 143 points
or 4.8% above the base index.
Single Tranch vs Plain Vanilla
Suppose a third investor C buys a plain vanilla, he
will receive a return of 8% for a CD of approximately equal
maturity. Thus, the risks for investor A and B are a return
of 2.5% on the call (8%- 5.5%) and 1.5% on the put (8%-
6.5%) respectively for a potentially higher additional
return from the equity kicker. If we super-impose the
return structure of investor C onto that of investors A and
B, we will obtain figure 5.2. The figure shows that the
Hang Seng Index on maturity date must be 357 points (214
points) or 11.9% (7.1%) above (below) the base index for the
call (put) holder to obtain a return of 8%.
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Single Tranche vs Bull and Bear Bond
If, however, investor C has purchased the Bull or the
Bear Bond instead of a naked CD, he will. receive a return
structure that fluctuates with the Hang Seng Index. Figure
5.3 compares the return structure between the Bull and the
Call while figure 5.4 compares the return structure between
the Bear and the Put.
As read from figures 5.3 and 5.4, an investor does not
need to worry about the principal he invested for the Index-
Linked CD in case the Hang Seng Index moves contrary to his
expectation- he will still receive the. principal plus
interest return. On the other hand, it is possible for an
investor to lose all his principal if the Hang Seng Index
moves contrary to his expectation, and to be left with the
interest he received (4% for the Bull and 10% for the Bear,
at par). What the investor in the Index-Linked CD pays for
this benefit of guaranteed principal is a lower return
compared with the Bull and Bear Bond when the Hang Seng-
Index moves as he expects as well as a lower interest rate.
In comparing the return structure of the Index-Linked
CD with the -Bull and Bear Bond, we need to make the
assumption that the market price of the Bull and Bear Bond
will reflect the prevailing Hang Seng Index. Thus, to an
investor who is given both alternatives (Index-Linked CD and
Bull and Bear Bond) at the same time, there is really no
difference in the base index. This is so because the prices
of the Bull and the Bear Bonds will be HK$7,525 and
HK$12,475 respectively and are in line with the base index
of the Index-Linked CD which is the Hang Seng Index on the
deposit date. Moreover, the corresponding interest rate
would be 5.3% and 8% for the Bull and the Bear respectively.
Since the additional return (HK$7.5cost) on the Bull
is 0.1% and the Bear Bond is 0.06% per point fluctuation of
the Hang Seng Index that is in accordance with expectation,
it only takes the Hang Seng Index to increase 2 points1 for
the return on the Bull to catch up with the return from the
call CD. It is interesting to note that if the market moves
as expected, the Bear will always outperform the put. Only
if the market moves contrary to expectation up to a
2
magnitude of 23 points or 0.8% from 3,000 will the put
start to outperform the Bear.
Single Tranche vs Index Futures
For an investor to play the Hang Seng Index Futures
game, he needs to place a deposit equal to 15% of the value
of the underlying contract for each contract opened. Thus,
















If investor C does not gear up his portfolio of Hang
Seng Index Futures contract, he will receivelose HK$50 or
0.03% for each Hang Seng Index point fluctuation on his
HK$150,000 contract value. Thus when the Hang Seng Index
1
(5.5%- 5.3%) (0. 1- 0. 007)
2




increases (decreases) by 209 points (247 points) or 6.7%
(8.2%) from 3,000, the return on longing (shorting) a futures
contract will equate with that of holding a call (put) CD.
Any further increase (decrease) in the Hang Seng Index will
cause the Hang Seng Index Future portfolio to outperform the
call (put) CD.
However, if investor C does leverage his portfolio
fully, he will receiveloss HK$50 or 0.22% for each Hang
Seng Index point fluctuation on HK$22,500. As a result, it
only takes the Hang Seng Index to increase (decrease) by 26
3 4
points (30 points) or 0.9% (1%) from 3,000 to equate the
return on long (shorting) a futures contract with that of
holding a call (put) CD. These return structures are
compared in figures 5.5 to 5.8.
Buying Both Tranches
A second alternative for an investor is to buy both
tranches in equal amounts simultaneously instead of holding
a single tranche as discussed in the previous section. If
this is the case, his principal outlay will be HK$1 million
while the composite interest return will be 6% (average of
5.5% for the call and 6.5% for the put). However, he is
almost guaranteed of an additional return of HK$35 for every
point fluctuation in the Hang Seng Index. The only time he
is not entitled to the additional return is when the Hang
1
5 .5 (0.0333- 0. 007)
2
6. 5 (0. 0333- 0 .007)
3
5. 5 (0. 222- 0. 007)
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Seng Index on maturity date is the same as the base index.
In percentage terms, his additional return per Hang Seng
Index-point is 0.0035% (HK$35 on HK$1 million). In option's
terms, the investor is a bottom-straddle buyer.
Bottom Straddle vs Plain Vanilla
Comparing the return structure of an investor (A)'
buying a bottom straddle with that of plain vanilla reveals
1
that it takes the Hang Seng Index to be 571 points or 19%
from the base index to compensate for the lower interest
return (2%). Any fluctuation in lack of 571 points will
make the CD underperform the plain vanilla (figure 5.9).
Bottom Straddle vs Bull and Bear Bond
For an investor holding a Bull and a Bear Bond
concurrently, he will receive only the interest return and
will outperform investor A if the Hang Seng Index fluctuates
2
less than 286 points or 9.5% from the base index. This is
because the composite return for the Bull and Bear Bond is
7%.
The comparisons between the return structure of a
bottom straddle with the Bull and the Bear are shown in
figures 5.3 and 5.4 respectively. In summary, if the
3
increase in the Hang Seng Index is larger than 8 points (32
.4







Bottom Straddle vs Index Futures
Since the Hang Seng Index Futures Contract is not an
interest bearing instrument, an investor longing and
shorting an equal number of contracts at the same time will,
therefore, enjoy no return. Thus, it is only necessary to
compare the return of a bottom straddle with that of longing
futures contracts and shorting futures contracts separately.
The results are shown in figures 5.5 to 5.8. Figures 5.5
and 5.6 together reveal that if the Hang Seng Index
1
fluctuates more than 201 points, then the return on futures
contracts will outperform the bottom straddle for an
unleveraged portfolio. Figures 5.7 and 5.8 show that for a
fully geared up portfolio of futures contracts, the return
on futures contracts will outperform the bottom straddle if
2
the Hang Seng Index moves out of a boundary of 28 points
from 3,000.
Hedging Portfolio
Because the CD is linked to the Hang Seng Index, it
can, therefore, theoretically be employed as a hedging
instrument for a portfolio of equity stocks much the same as
the Hang Seng Index Futures do. However, as short-selling
is not allowed in Hong Kong, the discussion will only focus
on a one way hedging: shorting futures, buying a put or a
Bear to hedge a long position in the stock market. After
all, if short-selling was allowed, the hedging concept for a
short position in the stock market is exactly the same,




As* mentioned in the previous section, at a Hang Seng
Index of 3,000 the underlying value of a futures contract is
HK$150,000 (HK$50 x 3,000). For a conservative investor who
does not want to gear up his portfolio and wants to hedge
his position in the stock market through the use of a
futures contract, this is exactly the amount. he should long
in the stock market for every futures contract he shorts for
hedging. By the same token, we can calculate the implied
portfolio of stock for a Bear Bond and a put CD. This is
done in Table 5.1.
Although the put CD adds to the inventory of available
hedging instruments, it differs from the futures contract
and the Bear Bond quite significantly in several dimensions.
The first and the most obvious is the capital outlay
for the investor concerned. Apart from the portfolio size
implied by. the instrument, an investor will need to place a
deposit equal to 15% of the implied portfolio size if he is
using futures contract for hedging HK$10,000 to purchase a
Bear Bond or HK$500,000 to buy a put CD. The total capital
outlays for the three instruments are compared in Table 5.2.
Another important difference between using'a put CD for
hedging a portfolio compared with futures contract and the
Bear Bond is the profit pattern of. the hedged portfolio
assumed by these instruments. These are visualized in
figures 5.11 to 5.13, assuming that the portfolio is held-to
maturity of the hedging instrument once the portfolio-is set




Feb 29, 1988, South China Morning Post.
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It is easy to see that if an investor buys HK$150,000
of stocks and shorts a futures contract at the same time at
an index of 3,000, then any-losses-incurred in the stock
position as a result of a falling index will be compensated
by the gains on the futures contract and vice versa.
Consequently, the investor is left with the dividend yield
on the Hang Seng Index regardless of the Hang Seng Index
which is represented by a flat profit pattern at a 3.5%
return in figure 5.11.
Using the Bear Bond for hedging works exactly--the same
as using a futures contract when the Hang Seng Index
fluctuates within the 1996 to 4664 range except for a
smaller implied portfolio (HK$22,500) because these two
points are where the Bond has its maximum and minimun
redemption value respectively. Thus, within this range of
the Hang Seng Index, the investor's return will consist of
interest on the Bear Bond and the dividend yield of the
Hang Seng Index. Therefore, the investor in this case will
also have a flat profit pattern but at a 11.5% return, that
is, 8% above the futures contract case. However, when the
Hang Seng Index fluctuates out of the range, the investor's
position will not be covered by the Bond, and his return
will be the sum of the interest on the Bond, the dividend
yield on the Hang Seng Index and the profit/loss on the
stock that is in excess of the loss/profit on the Bond.
The situation for using a put CD for hedging a
portfolio is quite different. At any Hang Seng Index below
3,000, the investor's profit pattern is similar to holding
a Bear Bond with the Hang Seng Index fluctuating within the
1996 to 4664 range: he will only receive interest on holding
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the put CD as well as the dividend yield of the Hang Seng
Index, a total of 10% any gain/loss on the stock will be
offset by a loss/gain on the CD. However, if the Hang Seng
Index rises above 3,000, the investor will also be entitled
to receive the capital appreciation in addition to the 10%
interest. This captial gain is not enjoyed by investors
using futures contract or the Bear Bond as hedging
instruments.
The last significant difference between the three
instruments in terms of hedging is their time to maturity.
Currently, the longest maturity for a futures contract is
three months, the time to maturity for the Bear Bond is four
years and for a put CD is two years (if it were launched).
Therefore, the three instruments provide investors with
choices of different hedging time horizons. It is fair to
say that futures contracts provide a short-term hedging
whereas the put CD and the Bear Bond provide medium and long
term hedging.
Issuer's Standpoint
From the issuer's point of view, there are several
factors rendering the Index-Linked CD an important product.
The first two are source of funds: stable and low cost the
third: reputation and goodwill.
Source of Funds
Before the boom of the CD market, Deposit Taking
Companies (DTCs) relied very heavily on the interbank market.
for funds. In 1981, about 21.1% of DTCs total liabilities
was from the interbank market while 0.65% was from
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negotiable CDs outstanding. By 1984, liabilities from the
interbank market had increased 38.9% compared with a 33.8%
increase in liabilities from negotiable CDs outstanding.
However, the growth pattern reversed in the three years
following 1984. By August 1987, the liabilities of DTCs
from the interbank market had grown 23.5% and accounted for
36.2% of total liabilities while liabilities from negotiable
CDs outstanding had grown 66.7% and accounted for 1.45% of
DTCs' total liabilities. This situation is summarised in
Table 5.3.
As mentioned earlier, interest rates in the interbank
market are highly volatile. Since the fluctuation in
interest rates reflects the supply and demand of money, what
the volatility in interest rates in the interbank market
implies is more than an unstable cost of funds, it is also
an unstable source/supply of funds. As a consequence, banks
and DTCs issue their own instruments to obtain a more stable
source and cost of funds and to reduce their reliance on the
interbank market.
The added equity kicker is intended to appeal to and
attract a specific spectrum of investors and facilitate the
selling of the CD this added feature renders the interest
payable on the CD significantly lower than that on a plain
vanilla and thus provides the issuer with a cheaper source
of funds.%
Goodwill
Because warrants are only a call option on a specific
stock, they are very different from the Index-Linked CD,
which is an option on the Hang Seng Index and provides
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investors with both the call and the put elements. Thus,
warrants are a new product on the financial market of Hong
Kong. The introduction of the product into the financial
market of Hong Kong will therefore enhance the issuer's
image and goodwill as an innovative leading merchant bank in
Hong Kong.
The Index-Linked CD will definitely add to the product
slate of the issuer. Moreover, as it is the first option on
the Hang Seng Index, even though hybrid.with CD and with the
issuer as the only secondary market, it clearly.helps to
develop the infrastructure of the financial market of Hong
Kong as well.
TABLE 5.1
PORTFOLIO VALUE IMPLIED BY A FUTURES CONTRACT,
A BEAR BOND AND A PUT CD
Instruments Multiplier HSI Portfolio Size
HK$ HK$
Futures Contract 50 3,000 150,000
A Bear Bond 7.5 3,000 22,500
A Put CD 35 3,000 105,000
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TABLE 5.2




Instruments HK$ HK$ HK$
Futures Contract 150,000 22,500 172,500
A Bear Bond 22,500 10,000 32,500
A Put CD 105,000 500,000 605,000
TABLE 5.3
DTCs' LIABILITIES
As of Amount due to Negotiable* DTCs
end of banks and DTCs CD Total
in Hong Kong Outstanding Liabilitiesyear/month
HK$ mn$ HK$ mn% HK$ mn
1981 46,062 21.1 1,403 0.65 218,436
1984 107,191 29.3 3,197 0.87 366,089
1987 Aug. 164,405 36.2 6,603 1.45 454,265
Source: Hong Kong Monthly Digest of Statistics.
FIGURE 5.1 RETURN STRUCTURES FOR THE
CALL AND THE PUT CD
HANC SBAC DNDBX
CALL PUT
FIGURE 5.2 RETURN STRUCTURES FOR NAKED,
CALL AND PUT CD
HANG SBNG INDEX
CALL +PUT NAKED CD
FIGURE 5.3 RETURN STRUCTURES FOR THE BULL.
BOND, CALL CD BOTTOM STRADDLE
HANG SBNG INDBX
CALL +BOTTOM STRADDLE BULL
FIGURE 5.4 RETURN STRUCTURES FOR THE BEAR
BOND, PUT CD BOTTOM STRADDLE
HANG SBNG INDBX
PUT +BOTTOM STRADDLB BBAR
FIGURE 5.5 RETURN STRUCTURES FOR LONG FUTURES,
CALL CD BOTTOM STRADDLE (NO GEARING)
HANG SBNG INDEX
LONG FUTURES CALL BOTTOM STRADDLB
FIGURE 5.6 RETURN STRUCTURES FOR SHORT FUTURES,
PUT CD BOTTOM STRADDLE (NO GEARING)
HANG SENG INDBX
SHORT EPUTURBS + PUT BOTTOM STRADDLB
FIGURE 5.7 RETURN STRUCTURES FOR LONG FUTURES,
CALL CD BOTTOM STRADDLE (FULLY GEARED)
HANG SENG INDBX
LONC PUTURBS +CALL BOTTOM STRADDLE
FIGURE 5.8 RETURN STRUCTURES FOR SHORT FUTURES,
PUT CD BOTTOM STRADDLE (FULLY GEARED)
HANG SBNG INDEX
SHORT FUTURBS + PUT O BOTTOM STRADDLE
FIGURE 5.9 RETURN STRUCTURES FOR BOTTOM STRADDLE,
BULL AND BEAR BOND NAKED CD
HANG SBNG INDEX
NAKBD CD + BOND BOTTOM STRADDLB
FIGURE 5.10 RETURN STRUCTURES FOR BOTTOM
STRADDLE, THE BULL THE BEAR
HANG SENG INDBX
BULL +BEAR BOTTOM STRADDLE
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WITHDRAWAL OF THE PRODUCT
Following the crash of the stock market in October
1987, the launching of the Index-Linked CD was deferred and
the product was held in abeyance. What are the major causes
that forced Wardley to withdraw the launching of the
product? They can be categorised into technical and non-
technical reasons.
Technical Reasons
By definition, the base index of the product is the
closing Hang Seng Index on the deposit date which is October
21, 1987. However, the stock market was closed for four
days starting from October 20, the day following the crash.
Consequently, there was no Hang Seng Index available on the
deposit day and thus, no base index for the product.
The absence of a base index profoundly hampered the
launching of the product. As discussed in Chapter IV, the
price of the underlying index is one of the major
determinants of an option value. In fact, it is one of the
variables in the Black-Scholes pricing formula. The closure
of the stock market and the resultant unavailability of'the
Hang Seng Index rendered pricing of the option extremely
difficult, if not impossible.
Volatility is another important factor in pricing an
option. The stock market crash had shown a volatility in
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the Hang Seng Index that had never been seen before in
history. It has definitely altered the estimated volatility
of the underlying index and thus the price of the option
correspondingly.
Furthermore, the extra return for an investor is
determined by the difference between the base index and the.
closing level of the Hang Seng Index on the maturity date.
Without a base index, the calculation of extra return is
practically impossible.
In Chapter IV, it had also been shown that Wardley will
have no problem with.its position as long as the index did
not move more than 1,189 points away from the base index.
The crash on October 19 and 26 together had shown a
fluctuation of about 1,540 points in one direction, and
Wardley would have had to start hedging its position if the
product had been launched. At the same time, the closing of
the two Exchanges had removed the possibility of using it to
hedge for the position arising from the Index-Linked CD.
Non-technical Reasons
The discussion in Chapter III concluded that the Index-
Linked CD was targeted at investors with medium-risk
preferences. This category of investors is not willing to'
bet their money on a pure equity position. Nor are they
satisfied with the return from a pure fixed income position.
They would prefer a fixed income stream along with some
return from equity. The crash in October 1987 frightened
this family of investors because the magnitude of
fluctuation in the equity market had gone beyond their
conception. As a result, they will consider equity linked
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instruments as high risk investment vehicles.
For the investors, the closure of the two Exchanges had
an adverse impact on their confidence in the liquidity of
the product. If the two organised Exchanges with such a
diversified investor bases and large numbers of market
participants can be closed suddenly, the secondary market
for the product is likely to be even more susceptible to
closure. This is especially true since Wardley cannot be
compared with the two organised Exchanges in terms of
functioning as a secondary market.
It is common sense that immediately after the first
black Monday (October 19, 1987) and the closure of the
Exchanges, investors were extremely pessimistic about the
future market movement. In fact, the market did plunge
another 1,120 points on October 26, 1987 after the re-
opening of the Exchanges, revealing the investors'
preference for reducing their equity exposure as well as
their panic selling. If the market is so over-whelmed with
a single, bearish expectation, no one will purchase the call





Given the discussion containing all the factual data of
the Index-Linked CD that went before, what will be the fate
of the product? Will it be relaunched? Certain market
conditions must exist before the product can be relaunched.
This can best be done by reviewing the conditions under
which the product was developed and the reasons why it was
withdrawn.
It was said before that investors' interest in equities
is one of the major reasons behind the equity-linkage
development. Moreover, the. bullish equity market that
diverted funds away from the fixed income securities market
resulted in some of these fixed income securities having
added equity kickers to enhance selling. However, the post-
crash investors' interest in equities had fallen to a very
low level. Average daily turnover hit a 14-month low at
HK$516.81 mn and 215.8 million shares in February 1988 (see
Table 7.1). With such a limited investors' interest in
equities, the equity-kicker may not-be able to attract
enough buyers for the product.
Although a bullish equity market will divert funds from
the fixed income securities market, it is only necesary to a
matter of degree. An over-whelmingly bullish equity market
will poses the same problem as an.overly dominant bearish
market: all investors will have the same expectation and
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only one tranche will sell. Thus, unanimity is only
detrimental to a relaunch while a certain degree of market
uncertainty is definitely beneficial.
The prevailing market situation of the equity market
favours this end of market uncertainty. In spite of the
rebound of the Hang Seng Index to 2671.24 on April 13, 1988
(ie. 795.06 points from the post-crash low or 368.49 points
from the 1987 year end closing), arguments on whether the
bull is still in the market or not remains one of the
hottest topics in the investment industry.
The liquidity of the Hang Seng Index Futures market
needs to be improved before the product can be relaunched.
The trading activities in this market have remained at an
exceedingly low level, even lower than in the first month of
its establishment (see Table 7.2). This phenomenon poses
hedging problem for the issuer. Even if the issuer can
seccessfully establish a hedged position, it may not be easy
to perform a closing purchase transaction to unwind the
hedge.
The liquidity problem also arises from the context of
the closure of the Exchanges. As the Exchanges can suddenly
be closed, no liquidity can be ensured even with a high,
trading volume. The re-organisation of the two Exchanges
after the crash should help in re-establishing investors'
confidence in the liquidity of the market. However, before
the re-organisation is completed and the results are known,
the issuer is likely to be prudent in considering the re-
launch of the product.
Alongside with the closure of the two Exchanges, many
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unit trusts and funds have refused to redeem their units
after the crash. The carry-over effect of the incidents
will affect investors' confidence in the liquidity of the
Index-Linked CD--- that there is no guarantee for a market
maker to make a market--- which will in turn affect the
selling of the product.
The development of the secondary market for fixed
income securities may expand the number of market
participants and speed up the matching between buyers and
sellers of these instruments. Thus, the development of this
market will facilitate liquidity and contribute 'positively
towards the problem.
Since volatility in the equity market is one of the
factors for the withdrawal/unattractiveness of the product,
amore stable market will definitely be advantageous for the
relaunch of the product. However, the performance of the
Hong Kong stock market has been very dependent on that of
the New York stock market after the crash. The J.S. stock
market is'in turn very responsive to the announcements of
the various economic indicators, especially the trade
deficit. As a result, volatility will remain high until the
U.S. economy has stablised and improved.
Interest rates have been kept artificially low after
the crash (see Tables 7.3 7.4). The situation is further
reinforced by the influx of huge amounts of hot money into
Hong Kong to speculate for a re-peg due to the fundamental
difference in economic performance between Hong Kong and the
United States. The consequence of the event is the
legislation of the tax on deposits, or what is referred to
as negative interest rates.
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Under the tax on deposits legislation, any deposits
with amounts in excess of HK$ 1 million are susceptible to
charges without prior notice after the announcement of the
enforcing of the legislation. Furthermore, once the
legislation is in effect, no new CD issuance will be
allowed. Investors are therefore tempted to hold CDs
instead of deposits.
At the same time, it is also likely that imported
inflation due to currency depreciation may drive up interest
rates eventually. There is also no reason for a good
economy such as Hong Kong to keep artificially low interest
rates. Institutions are therefore tempted to fix their
interest liabilities and borrow at this very low rate which
is a good time for CD issuance.
Thus,, there are both positive and negative factors
affecting the relaunch of the product (see Table 7.5). In
the short run, the negatives will dominate while in the
longer run they are likely to turn into positives as well.
Put in other words, the product is likely to be relaunched
and enjoy a good prospect, but only in the medium to long
run. In the near future, it is likely that the markets for
other index-linked products (eg. gold and foreigh exchange),
will develop and expand.
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TABLE 7.1
TRADING STATISTICS FOR HONG KONG STOCK.
MARKET (SEPT 1987- FEB 1988)
Turnover







Source: Securities Bulletins, vol 17- 22
TABLE 7.2
TRADING STATISTICS FOR HANG SENG INDEX FUTURES
CONTRACT (SEPT 1987- FEB 1988)
Turnover (lots)







Source: Securities Bulletins, vol 17- 22
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TABLE 7.3
HSBC'S QUOTED BEST LENDING RATES

















Source: Honq Kong Monthly Digest of Statisitc
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TABLE 7.5
FACTORS AFFECTING RELAUNCH OF THE











The interest rate swap is a technique through which
participating fund-raising companies are able to achieve
savings in their costs of funds. The benefit of an interest
rate swap as well as the mechanics can easily be understood
with an example.
Suppose Company X is able to borrow both fixed and
floating rates at a lower cost than Y. Specifically, if the




HIBOR+ 1%HIBOR+ 0.5%Floating rate
and that X is looking for floating rate funds while Y is
seeking fixed rate funds, then X will first borrow at fixed
rate and Y at floating. Afterward, X and Y will arrange for
an interest'rate swap whereby X will pay HIBOR to Y and Y








The effect of the interest rate swap for X and Y is
that X will be paying HIBOR- 0.25% for its floating rate
fund and Y will be paying 11.25% for its fixed rate fund.
Therefore, both Company X and Y have* achieved a 0.75%
savings. The calculation is shown as below:
Company YCompany X
HIBOR+ 1%10%X pays A (Y pays B)
uTUfP (HIBOR)X pays Y
10.25%Y pays X (10.25%)
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Notice
Information contained in this Guide may be incomplete and condensed.
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Bull Bonds Bear Bonds
The redemption values of both the Bull Bonds and the Bear Bonds are
linked to the Hang Seng Index (HSI). While the redemption value of a
Bull Bond moves with the HSI, that of a Bear Bond moves in the

















±HK$7.50 one HSI point
HK$
Maximum Redemption value of a Bond




The redemption value of a Bull Bond will INCREASE BY HK$7.50 for
each 1 POINT that the HSI closing value is ABOVE the HSI Base Value
(i.e. 3,330).
The redemption value of a Bull Bond will DECREASE BY HK$7.50 for
each 1 POINT that the HSI closing value is BELOW the HSI Base Value
(i.e. 3,330).
Bear
The redemption value of a Bear Bond will INCREASE BY HK$7.50 for
each 1 POINT that the HSI closing value is BELOW the HSI Base Value
(i.e. 3,330).
The redemption value of a Bear Bond will DECREASE BY HK$7.50 for
each 1 POINT that the HSI closing value is ABOVE the HSI Base Value
(i.e. 3,330).




























































































Note: In the event that'the HSI does not exist, Hong Kong Index
(HKr) will be used for substitution.
Optional Redemption
There will be an option available to Bondholders to redeem their Bonds
on a matched basis (combined Bull Bonds and Bear Bonds in pair) on
22nd January in either of the years 1989, 1990 or 1991 at market discount
rcites.
Quotation and Entry Procedure
Trading Board Lot
i. Bull Bond or Bear Bond
HK$10,000
HK$100~ 100 Un,tS
ii. Bull Bond and Bear Bond (in pair)
HK$20,000
HKtinn= 200 un,ts
Note: The Bonds do not have any odd board lots.
Number of Trading Counters and Stock Code
Three counters comprising:
i. Bull Counter (stock code: 177)
ii. Bear Counter (stock code: 354)
iii. Bull and Bear Counter (in pair) (stock code: 425)
Board Lot Quotation
i. Bull Bond
If Broker A receives an order to sell at 105% of nominal value
HK$10,000, 4% Guaranteed Unsecured Bull Bond, Broker A







If Broker B is interested in buying for that sell order and the deal is












100(' e- HKS100= 100 Un,,S'
each unit of HK$100)
Broker B's broker number
If Broker A receives an order to buy at 96% of the nominal value
HK$50,000, 10% Guaranteed Unsecured Bear Bond, Broker A







If Broker B is interested in selling to that buy order and the deal is











500 (Le' HKS100= 500 UmtS'
each unit of HK$100)
Broker A's broker, number
Bull and Bear Bonds (in pair)
If Broker A receives an order to sell at 101% of nominal value of
HK$20,000, Guaranteed Unsecured Bull and Bear Bond in pair,







If Broker B is interested in buying for that sell order and the deal is











200 i e' HKS100= 200 UmtS
each unit of HK$100)
Broker B's broker number.
Delivery and Settlement
Each Bond shall be accompanied with a transaction record form even
though the Bonds are sold in pairs. The form for a Bull Bond will be in
red. The form for a Bear Bond will be in green.
Collection of Interest
Interest shall be available for collection from the Principal Paying Agent
(i.e. Paribas Asia (1986) Limited at 39th Floor, Gloucester Tower, 11
Pedder Street, Hong Kong) upon presentation of the relevant coupon on
or after the relevant interest payment date (i.e. 22nd January in each
year).
Taxation
All payments of interest on the Bonds will be paid subject to deduction
of Hong Kong interest tax unless appropriate evidence and
indemnification can be produced, if requested, to justify payment without
such deduction (Please see the terms and conditions of the Bonds for
details). The most common cases of payment without deduction are
likely to be where the Couponholder shows that it is a licensed bank or a
corporation carrying on trade or business in Hong Kong. In such a case,
the relevant interest will usually form part of the Couponholder's income
for Hong Kong Profits Tax purposes.
Any Bondholders who are in any doubt as to their own tax position, are
recommended to consult their advisers.
Stamp Duty
The Bonds are not subject to stamp duty on transfer.
Paribas' Services
Custody Service
Paribus Asia (1986) Limited (Paribas) will provide an exclusive custody
service to all members of The Stock Exchange of Hong Kong Ltd. (the
Brokers) which shall be provided free of charge before the end of the
year 1987. However, Paribas reserves the right to charge for this custody
service in subsequent years.
Brokers shall maintain trading accounts for their respective customers.
The record of any deals completed between any Broker and its customers
should be kept by that Broker. If deals are done between two customers
of the same Broker, the record can be kept by that Broker as well.
Clearing Service
If any deal is done between two Brokers, the selling Broker who keeps
the Bonds in custody with Paribas should advise Paribas to update the
custody record by completing the Custody Transfer Notice as shown in
Appendix II.
Upon receipt of this request, Paribas will update its records and then
send a confirmation to each relevant Broker to confirm the action taken.
At the end of each month, Paribas can send a statement of account to
each Broker to show the updated balance of its respective Bull and Bear
Bond holding.
Security Checking of the Bond
Paper
Hold the document up to the light and inspect the three dimensional
appearance of the watermark.
Border and Background
Inspect the border of the Bond and Coupon which will feel rough when
you run a fingernail across it. You can also rub the border against white
paper and some of the colour will be transmitted onto the white paper.
Inspect the fine line printing, preferably with a linen tester magnifying
glass.
Inspect the latent image reading BRADBURY WILKINSON in the
bottom border of the Bond.
Inspect the extra small printing lines reading BRADBURY
WILKINSON between the Coupons and above and below the Optical
Character Recognition Numbering lines with a magnifying glass.
Text
Should produce a clean image with no evidence of amendment, insertion,
or deletion.
Numbering
Under a UV lamp, the black serial number will give green fluorescence.
Invisible Printing
Under a UV lamp, the principal amount of the Bond will appear on the
face in two places and the principal amount of each Coupon will appear
centrally in the couDon.
Above all, the Bonds should be inspected in comparison with a specimen
Bond which will appear identical except for the serial number and the
overprint of the word Specimen.
債 券 之 結 構
基 本 概 念
債 券
牛 債 券 熊 債 券
牛 債 券 與 熊 債 券 之 贖 回 價 値 與 恒 生 指 數 〔 下 稱 “ 恒 指 ” 〉 掛 鈎 。 牛 債 券
之 睛 回 價 値 隨 恒 指 上 升 而 增 加 ， 熊 債 券 之 贖 回 價 値 則 因 恒 指 上 升 而 減
0
發 行 總 額
牛 債 券
熊 債 券
七 億 五 千 萬 港 元
七 億 五 千 萬 港 元
票 面 値
每 張 債 券 之 面 値 爲 一 萬 港 元
自 西
牛 債 券 週 息 四 厘
週 息 十 厘
‘1’
到 期 曰
一 化 九 二 年 一 月 卄 二 曰 。
贖 回 價 之 計 算 辦 法
恒 半 指 教 毎 井 隆 一 點 則 目 醬 问 僭 燴 娀 港 雔 十 ： 亓 来
每 賡 券 之 最 高 贖 回 懷






債 券 之 贖 回 價 値 則 增 値 港 幣 七 元 半 。
3, 330
请 券 之 贖 回 價 値 則 減 値 港 幣 七 元 半 。
熊 債 券
3, 330
債 券 之 睛 回 價 値 則 增 値 港 幣 七 元 半 。
3, 330




債 券 到 期 曰 贖 回 價 値 參 考 表
恒 生 指 數 收 市 値


























































































註 ： 赶 恒 生 指 數 並 不 存 在 時 ， 將 以 香 港 指 數 代 替 。
自 由 潠 擇 之 垔 龙 謄 问 方 式
債 券 持 有 人 可 於 一 九 八 九 年 ， 一 九 九 零 年 及 一 九 九 一 年 ， 每 年 之 一 月
廿 二 日 行 使 潠 擇 權 以 市 場 析 扣 率 要 龙 發 行 機 潜 胳 半 能 厝 券 合 併 睛 冋 。
報 價 及 輸 入 成 交 程 序









註 ： 本 債 券 沒 有 碎 股 單 位 。
買 賣 板 面 數 目 及 債 券 代 號 ：




債 券 報 價 ：
牛 債 券
假 設 經 紀 甲 欲 沽 出 一 手 面 値 一 萬 港 元 ， 週 息 四 厘 之 有 擔 保 無 抵 押
105%
操 作 代 號 ： 沽 盤
177
105.00105%
假 設 經 紀 乙 對 上 述 沽 盤 有 興 趣 及 達 成 交 易 ， 沽 出 經 紀 〈 即 經 紀
甲 〗 須 將 以 下 資 料 輸 入 電 腦 ：
操 作 代 號
債 券 代 號
價 格
數 量




贾 人 經 紀 ： 經 紀 乙 之 經 紀 代 號
熊 債 券
假 設 經 紀 甲 欲 買 入 一 手 面 値 五 萬 港 元 ， 週 息 十 厘 之 有 擔 保 無 抵 押
熊 廣 券 ， 沾 盤 價 爲 96% 他 的 掛 盤 應 爲 ：
操 作 代 號





假 設 經 紀 乙 對 上 述 買 盤 有 興 趣 及 達 成 交 易 ， 沽 出 經 紀 〖 即 經 紀
乙 〉 須 將 以 下 資 料 輸 人 電 腦 ：
操 作 代 號
債 券 代 號
價 格
數 量





牛 及 熊 丨 貴 券 〔 套 裝 〉
假 設 經 紀 屮 欲 沽 出 一 手 面 値 二 萬 港 元 ， 套 裝 有 擔 保 無 抵 押 牛 及 熊
廣 券 ， 沾 盤 價 爲 ,101% 他 的 掛 盤 應 爲 ：
操 作 代 號





假 設 經 紀 乙 對 上 述 沽 盤 有 興 趣 及 達 成 交 易 ， 沽 出 經 紀 〔 即 經 紀
甲 〉 須 將 以 下 資 料 鹼 人 雷 腦 ：
操 作 代 號
債 券 代 號
價 格
數 量




贾 人 經 紀 ： 經 紀 乙 之 經 紀 代 號
支 付 及 交 收
無 論 牛 及 熊 債 券 是 套 裝 或 單 獨 買 賣 ， 每 一 債 券 將 隨 券 附 有 一 買 賣 紀 錄
表 。 牛 債 券 買 賣 紀 錄 表 爲 紅 色 ， 熊 債 券 買 賣 紀 錄 表 爲 綠 色 。
利 息 收 取
債 券 之 利 息 可 於 每 年 利 息 支 付 日 或 以 後 〈 即 每 年 一 月 廿 二 日 或 以 後 〉
在 出 示 有 關 之 息 票 到 主 要 付 款 代 理 人 辦 事 處 〖 即 百 利 達 〈 亞 洲 〉 有 限
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稅 項
所 位 債 券 利 息 在 支 付 前 須 扣 除 香 港 之 利 息 稅 ， 除 非 經 過 要 求 而 作 出 適
當 之 證 明 及 晤 償 保 證 以 支 持 免 去 扣 除 而 支 付 利 息 〈 詳 情 請 參 閱 債 券 之
條 件 及 細 則 〗 。 最 通 常 之 免 扣 稅 而 付 息 之 事 例 多 屬 於 息 票 持 有 人 證 明
其 本 身 乃 一 在 ， 香 港 進 行 交 易 或 營 業 之 機 構 或 持 牌 銀 行 。 在 此 情 形 下 ，
就 香 港 之 利 得 稅 而 言 ， 有 關 之 利 息 通 常 被 視 爲 息 票 持 有 人 入 息 之 一 部
份。
謹 建 議 債 券 持 有 人 ， 若 對 其 稅 務 情 况 有 任 何 疑 問 ， 宜 向 其 顧 問 諮 詢 。
印 花 稅
成 券 於 轉 讓 時 ， 無 須 繳 交 印 花 稅 。
百 利 達 提 供 之 服 務
保 管 服 務
百 利 達 亞 洲 〔 一 九 八 六 〉 有 限 公 司 〈 以 下 簡 稱 百 利 達 〉 將 爲 香 港 聯
合 交 易 所 冇 限 公 司 全 體 會 員 〔 以 下 簡 稱 經 紀 〉 免 費 提 供 專 有 保 管 服
:I
之 權 利 。
位 經 紀 將 保 留 他 們 與 客 戶 間 的 交 易 紀 錄 。
化 河 經 紀 與 客 币 間 的 交 易 紀 錄 ， 將 由 經 紀 負 責 保 存 。 同 樣 地 ， 若 客 戶
間 的 交 易 造 通 過 同 一 經 紀 進 行 ， 紀 錄 亦 將 由 經 紀 負 責 保 存 。
結 算 服 務
任 何 經 紀 問 的 交 易 ， 若 賣 方 經 紀 是 百 利 達 的 保 管 賬 戶 ’ 賣 方 經 紀 須 塡
力 ； 附 錄 二 少 保 管 轉 換 通 知 書 通 知 百 利 達 以 便 把 保 管 紀 錄 修 改 。
常 收 到 通 知 後 ， 百 利 達 將 會 修 改 保 管 紀 錄 ’ 並 會 發 出 證 明 文 件 予 有 關
經 紀 確 認 修 改 完 成 。
百 利 達 將 按 月 發 出 月 結 單 予 毎 位 經 紀 列 出 每 月 牛 債 券 及 熊 廣 芬 的 滾
存
債 券 檢 定 方 法
紙 張
將 廣 券 收 在 光 源 下 ， “ 了 察 視 立 體 水 印 。
可 險 查 丨 責 券 及 息 票 上 的 邊 線 ， 觸 手 處 會 較 爲 粗 槌 。 亦 可 將 邊 線 與 内 紙
摩 擦 ， 部 份 邊 線 上 的 顏 色 將 會 留 於 白 紙 上 。
可 用 較 大 厝 數 的 放 大 鏡 ， 察 視 邊 線 上 储 密 的 花 紋 。
在 漬 券 的 底 線 上 ， 可 察 視 BRADBURY WILKINSON 隱 約 的 字 様 。
可 用 放 大 鏡 ， 察 看 在 息 票 間 及 感 光 檢 定 墨 本 卜 . 或 下 那 胜 線 杲 由 牿 小 的
BRADBURY WILKINSON 等 字 體 組 成 。
內 文
內 文 的 印 刷 淸 浙 而 沒 有 任 何 塗 改 ， 加 插 或 删 除 。
債 券 編 號
在 紫 外 光 燈 下 ， 黑 色 的 廣 券 編 號 會 轉 爲 綠 色 。
隱 形 印 刷
在 紫 外 光 燈 下 ， 本 金 金 額 將 龠 在 債 券 上 兩 處 地 方 顯 現 。 而 利 息 金 額 亦
會 在 息 票 上 中 央 處 顯 現 。
無 論 如 问 ， 檢 查 債 券 時 ， 應 與 樣 本 債 券 作 比 較 。 樣 本 債 券 除 編 號 不 同
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Table of Accrued Interest (Gross) on The Bonds (Cont'd)
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Table of Accrued Interest (Gross) on The Bonds (Cont'd
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Table of Accrued Interest (Gross) on The Bonds (Cont'd)
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保 管 轉 換 通 知 書
To Paribas Asia (1986) Limited,
39F Gloucester Tower.
Date:.
The Landmark, Pedder Street,
Hone Komi. Our ref.:
Attn.: Bonds Settlement
Re: Paribas Investment (Asia) Limited
HK$1,500,000,000.00 Fixed Rate Index Linked Loan Stock due in
January 1992
We hereby request and authorise you to transfer the following bonds





















Kindly acknowledge receipt by signing and returning the attached copy












Fixed Rate Index-Linked Negotiable Hong Kong Dollar
Certificates of Deposit
Series A: HK$100,000,000 Index Call Certificates of Deposit













Hong Kong Interest or
Withholding Tax












Wardley Limited (the Issuer) (incorporated with limited liability in Hong Kong).
Fixed Rate Negotiable HongKongDollar Certificates of Deposit (CDs), each being a bearer instrument evidencing





Interest will be paid annually in arrear calculated on the basis of the actual numberof days elapsed in a year of
365 days, with the first interest paymentdate being 21 October, 1988 and the final interest paymentdate being
23 October, 1989.
Fixed at 5Vi per cent, per annumpayable annually in arrear.
Under present legislation, no interest tax will be deductible from interest on the CDsas interest on HongKong
dollar deposits madewith a Financial institution carrying on business in HongKongis exempt from interest tax.
However, interest will be subject to deduction of interest tax or withholding tax, if the sameis in force at any
time during the life of the CDsunless appropriate evidence and indemnification can be producedto justify payment
without such deduction. •
Under present HongKonglaw, no stamp duty will be payable on the issue or any subsequent transfer by delivery
of the CDs.
The deposits represented by the CDswill constitute direct, unsecuredand unconditional obligations of the Issuer
and the deposits will at all times rank pari passu without any preference amongstthemselves and pari passu in
all respects with all other present and future deposits of the Issuer and will rank at least pari passuwith all other
present and future unsecuredobligations of the Issuer except those obligations as maybe statutorily preferred.
The deposits will be evidenced by security-printed CDs in the form of the CD below.
HK$500,000.
The Issuer
Subject to confirmation of paymentof deposit, the CDsare expected to be available for collection from the Issuer
not more than 42 days after the deposit date against production of temporary deposit receipt and satisfactory
evidence of identity. The Issuer has arranged for CDsto be held centrally to the order of depositors at the offices
of the Issuer. Any purchaser whoso wishes maytake physical delivery of CDshe has purchased and, in certain
circumstances, maybe required to do so by the Issuer. The Issuer is not legally obliged to provide safe custody
arrangements and if such arrangements are altered in certain circumstances, appropriate notice will be given by
the Issuer.
On maturity, holders who have not required physical delivery of their CDs will obtain payment from the Issuer
who has arranged for such CDs to be held on their behalf. Holders who have taken physical possession of CDs
must present their CDsto the Issuer at maturity and will receive a cheque in payment thereof.
On maturity, holders will obtain from the Issuer paymentof the principal value of their CDsin full, plus interest
fixed at 5 Vi °Io per annum.
In addition to the repayment of principal and paymentof interest, holders will receive an amountof HKS35for
every point by which the closing level of the Hang Seng Index of stock prices (HSI) on Maturity Date published
by HSI Services Limited is greater than the closing level of the Index (the Base Index) on Deposit Date. This
additional amount will be paid only on maturity.
No additional amountwill be paid in the event that on maturity the HSI is equal to or less than the Base Index.
Wardley ThomsonLimited will maintain a secondary market in the CDs.
Laws of Hong Kong.
ILLUSTRATION OF PAYMENT AMOUNT AT MATURITY (Series A)
(Base Index= 4,000)
Level of Hang Seng
Index on Maturity Date
Additional payment
amount per CD
Total repayment on maturity
per CDinclusive of principal,
















































































Wardley ThomsonLimited (the dealer) will quote buying and (when they have CDs available) selling prices for the CDs. Quotations
'ill be on a percentage of principal (plus gross accrued interest) basis in line with the general market practice for existing HongKongDollar
CDs. In calculating accrued interest for settlement purposes, the dealer will take no account of HongKongtax attributable to such accrued
interest (see HongKongTaxation below). Apart from the dealing spread no other dealing expenses will be charged by the dealer. Under present
Hong Kong law, no Hong Kong stamp duty is payable on the transfer and delivery of bearer CDs.
Secondary market dealings will usually be for settlement the sameday if effected prior to 12:00 noon and the following business day
if after 12:00 noon. An example of the calculation of proceeds on a secondary market transaction is given below:—
Example
A HK$500,000 CD issued on 21 October, 1987 and maturing on 23 October, 1989 is sold at a price of 108% on 15 January, 1988 for
s-'ttlement on the same day:—
Principal (HK$500,000) x Price (108%)
Accrued Interest (gross):—
HK$540,000.00
HK$500,000 x 5':% x 86365 HK$ 6,479.45
Total proceeds of sale HKS546.479.45
'• is expected that prices in the secondarymarket will reflect the then level of the HS1comparedwith the Base Index. The price of the CDwill
''uis be madeup of the straight debt value (reflecting prevailing interest rates) and the value of the call option element (reflecting the prevailing
el of the HS1).
FORM OF CD
ON FACE




(incorporated with limited liability in HongKong)
7th Floor, Hutchison House
Harcourt Road, Hong Kong.
Certificate No. Principal Amount: HKS500.000
Deposit Date: 21 October, 1987 Maturity Date: 23 October, 1989
THIS IS TO CERTIFY that there has been deposited with Wardley Limited (the Issuer) the Principal Amount of FIVE HUNDRED
THOUSANDHONGKONGDOLLARSrepayable to bearer, together with an additional amount (if any) calculated in accordance with
Condition 2 on the reverse hereof, only on or after 23 October, 1989 uponsurrender of this Certificate to the Issuer at its address, being
at the date hereof as set out above.
Interest on the deposit shall accrue from the above Deposit Date until the above Maturity Date at 5'A per cent, per annumand
shall only be payable uponpresentation of this Certificate to the Issuer at the above address on or after each Interest PaymentDate listed
on the reverse hereof. A record of an interest paymentor paymentof an additional amountendorsed hereon and signed by an authorised
signatory of the Issuer shall be conclusive evidence of the discharge of the obligations of the Issuer in respect of the interest payment
or payment of the additional amount in question.
All payments hereunder will be madewithout deduction or withholding for or on account of Hong Kong taxes, duties or other
levies unless the Issuer is required by law to deduct or withhold such taxes, duties or other levies. If any such deduction or withholding
is required by law to be madeby the Issuer, the Issuer shall makesuch deduction or withholding at the rate for the time being in force,
unless the bearer in writing (i) confirms to the Issuer that, whenpaid to the bearer, such paymentwill be, or that the bearer will be, exempt
from such Hong Kongtax, (ii) undertakes to indemnify the Issuer against any liability to which the Issuer may be or becomesubject
in respect of such HongKongtax on such payment, and (iii) produces such additional evidence as the Issuer mayrequire, in which event
the relevant paymentshall (subject to any other legal obligation under HongKonglaw to withhold or deduct any amountnotwithstanding
such exemption) be made without deduction of such Hong Kong tax.
The rights and obligations of the bearer and the Issuer shall be solely as provided in this Certificate and shall be governedby the
laws of Hong Kong.




The Hang Seng Index is published and compiled by HSI Services Limited pursuant to a licence from Hang Seng Data Services
Limited. No warranty, representation or guarantee is made or given by HSI Services Limited or Hang Seng Data Services Limited to
any broker or any bearer of the certificates or any other person as to the accuracy or completenessof the HangSengIndex or any information
related thereto and no warranty, representation or guarantee of any kind related to the Hang Seng Index is given or may be implied.
The process and basis of computation and compilation of the Hang Seng Index and any of the related formula or formulae, constituent
stocks and factors mayat any time be changedor altered by HSI Services Limited without notice. No liability is accepted by HSI Services
Limited or Hang Seng Data Services Limited or the Issuer in respect of the use andor reference to the Hang Seng Index in connection
with the certificates, or for any inaccuracies, omissions, mistakes or errors of HSI Services Limited in the computation of the HangSeng
Index or any economicor other loss which maybe directly or indirectly sustained by any broker or any bearer of the certificates or any
other person dealing with the certificates as a result thereof and no claim, action or legal proceedings maybe brought against HS! Services
Limited andor Hang Seng Data Services Limited andor the Issuer in connection with the certificates in any manner whatsoever by any
broker or any bearer of the certificates or other person dealing with the certificates. Any broker or any bearer of the certificates or other
person dealing with the certificates does so therefore in full knowledgeof this disclaimer.
ON REVERSE
Interest Payment Dates and Interest Periods
(a) If any Interest Payment Date, including the Maturity Date, would otherwise fall on a day which is not a business day in
HongKong(for which purpose a Saturday shall not be deemedto be a business day), it shall be postponedto the immediately succeeding
business day unless it wouldthereby fall into the next calendar monthin which event it shall be brought forward to the immediately preceding
business day.
(b) The period between the Deposit Date and the first Interest Payment Date and each period thereafter between successive
Interest PaymentDates are each referred to as an Interest Period.
(c) Interest will be calculated on the basis of actual numberof days elapsed in an Interest Period and a year of 365 days.
Additional Amount
(a) The additional amount(if any) payable on the Maturity Date shall be determined by the Issuer in accordancewith the following
formula:—
A= HKS35 x (MHSI- OHSI)
where:
A= additional amount payable;
MHSI= the closing value of the HSI on the Maturity Date, as determined by the Issuer; and
OHSI= the closing value of the HSI on the Deposit Date, as determined by the Issuer.
(b) For the purposes of paragraph (a), a fraction of a point increase in the HSI shall be rounded to the nearest one point, on
half being rounded downward.
(c) If the Issuer shall determine that there has been any change in the componentstocks for the purpose of calculating the HSI
or any other change in the methodof calculating the HSI, then OHSI shall be adjusted in such manneras the Issuer shall determine to
be necessary in order to take account of such change. Notice of any such adjustment shall be given to the bearers not later than 7 days
thereafter, in accordance with Condition 3.
(d) If the HSI shall cease to be published by HSI Services Ltd. or shall cease to be published in its present form, but shall be
succeededby another index which in the determination of the Issuer is substantially similar, then such successor index shall be used for
the purpose of this Condition in lieu of the HSI and all references herein to the HSI shall be construed accordingly. Notice of any such
successor index shall be given to the bearers not later than 7 days after determination thereof, in accordance with Condition 3.
(e) The additional amount (if any) payable, as calculated in accordance with this Condition, shall be rounded to the nearest
Hong Kong Dollar, 50 cents being rounded downward.
(0 Each determination madeby the Issuer under this Condition shall be binding and conclusive on each bearer, except for manifest
error.
3. Notices
Notices will be published in the South China Morning Post or another leading daily newspaper published in Hong Kong in the
English language specifying any changeof address of the Issuer within 14 days of such changeand specifying any adjustment, in accordance
with Condition 2(c), or determination, in accordance with Condition 2(d), within 7 days thereafter. Any such notice shall be duly given
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: Wardley Limited (the Issuer) (incorporated with limited liability in Hong Kong).
: Fixed Rate Negotiable HongKongDollar Certificates of Deposit (CDs), each being a bearer instrument evidencing
the deposit of a stated Hong Kong dollar (HK$ or$) sum for a fixed term at a fixed rate of interest.
: HK$100,000,000.
: 21 October, 1987
: 23 October, 1989
At par
: Interest will be paid annually in arrear calculated on the basis of the actual numberof days elapsed in a year of
365 days, with the first interest paymentdate being 21 October, 1988 and the final interest paymentdate being
23 October, 1989.
: Fixed at 6'2 per cent, per annumpayable annually in arrear.
: Under present legislation, no interest tax will be deductible trom interest on the CDsas interest on HongKong
dollar deposits madewith a financial institution carrying on business in HongKongis exempt from interest tax.
However, interest will be subject to deduction of interest tax or withholding tax, if the sameis in force at any
time during the life of the CDsunless appropriate evidence and indemnification can be producedto justify payment
without such deduction.
: Under present HongKonglaw, no stamp duty will be payable on the issue or any subsequent transfer by delivery
of the CDs.
: The deposits represented by the CDswill constitute direct, unsecuredand unconditional obligations of the Issuer
and the deposits will at all times rank pari passu without any preference amongstthemselves and pari passu in
all respects with all other present and future deposits of the Issuer and will rank at least pari passuwith all other
present and future unsecuredobligations of the Issuer except those obligations as maybe statutorily preferred.
The deposits will be evidenced by security-printed CDs in the form of the CD below.
: HKS500,000.
: The Issuer
: Subject to confirmation of paymentof deposit, the CDsare expected to be available for collection from the Issuer
not more than 42 days after the deposit date against production of temporary deposit receipt and satisfactory
evidence of identity. The Issuer has arranged for CDsto be held centrally to the order of depositors at the offices
of the Issuer. Any purchaser who so wishes may take physical delivery of CDs he has purchased and, in certain
circumstances, maybe required to do so by the Issuer. The Issuer is not legally obliged to provide safe custody
arrangements and if such arrangements are altered in certain circumstances, appropriate notice will be given by
the Issuer.
: On maturity, holders who have not required physical delivery of their CDs will obtain payment from the Issuer
who has arranged for such CDs to be held on their behalf. Holders who have taken physical possession of CDs
must present their CDsto the Issuer at maturity and will receive a cheque in payment thereof.
: On maturity, holders will obtain from the Issuer paymentof the principal value of their CDsin full, plus interest
fixed at 6Vi°lo per annum.
In addition to the repayment of principal and paymentof interest, holders will receive an amountof HKS35for
every point by which the closing level of the Hang Seng Index of stock prices (HSI) on Maturity Date is less
than the closing level of the Index (the Base Index) on Deposit Date. This additional amountwill be paid only
on maturity.
No additional amountwill be paid in the event that on maturity the HSI is equal to or greater than the Base Index.
: Wardley Thomson Limited will maintain a secondary market in the CDs.
: Laws of Hong Kong.
ILLUSTRATION OF PAYMENT AMOUNT AT MATURITY (Series B)
(Base Index= 4,000)
Level of Hang Seng
Index on Maturity Date
Additional payment
amount per CD
Total repayment on maturity
per CDinclusive of principal,
















































































Wardley ThomsonLimited (the dealer) will quote buying and (when they have CDs available) selling prices for the CDs. Quotations
will be on a percentage of principal (plus gross accrued interest) basis in line with the general market practice for existing HongKongDollar
CDs. In calculating accrued interest for settlement purposes, the dealer will take no account of HongKongtax attributable to such accrued
interest (see HongKongTaxation below). Apart from the dealing spread no other dealing expenses will be charged by the dealer. Under present
Hong Kong law, no Hong Kong stamp duty is payable on the transfer and delivery of bearer CDs.
Secondary market dealings will usually be for settlement the sameday if effected prior to 12:00 noon and the following business day
if after 12:00 noon. An example of the calculation of proceeds on a secondary market transaction is given below:—
Example
A HK$500,000 CD issued on 21 October, 1987 and maturing on 23 October, 1989 is sold at a price of 108% on 15 January, 1988 for
settlement on the same day:—




Total proceeds of sale HKS547,657.53
It is expected that prices in the secondary market will reflect the then level of the HSI comparedwith the Base Index. The price of the CDwill
thus be madeup of the straight debt value (reflecting prevailing interest rates) and the value of the put option element (reflecting the prevailing
level of the HSI).
97FORM OF CDON FACE
6y PER CENT. FIXED RATE INDEX-LINKED NEGOTIABLE HONG KONG DOLLAR CERTIFICATE OF DEPOSIT
(SERIES B)
WARDLEY LIMITED
(incorporated with limited liability in HongKong)
7th Floor, Hutchison House
Harcourt Road, Hong Kong.
Certificate No. Principal Amount: HKSS00,000
Deposit Date: 21 October, 1987 Maturity Date: 23 October, 1989
THIS IS,TO CERTIFY that there has been deposited with Wardley Limited (the Issuer) the Principal Amount of FIVE HUNDRED
THOUSANDHONGKONGDOLLARSrepayable to bearer, together with an additional amount (if any) calculated in accordance with
Condition 2 on the reverse hereof, only on or after 23 October, 1989 uponsurrender of this Certificate to the Issuer at its address, being
at the date hereof as set out above.
Interest on the deposit shall accrue from the above Deposit Date until the above Maturity Date at 61/z per cent. per annumand
shall only be payable uponpresentation of this Certificate to the Issuer at the above address on or after each Interest PaymentDate listed
on the reverse hereof. A record of an interest paymentor paymentof an additional amountendorsed hereon and signed by an authorised
signatory of the Issuer shall be conclusive evidence of the discharge of the obligations of the Issuer in respect of the interest payment
or payment of the additional amount in question.
All payments hereunder will be made without deduction or withholding for or on account of Hong Kong taxes, duties or other
levies unless the Issuer is required by law to deduct or withhold such taxes, duties or other levies. If any such deduction or withholding
is required by law to be madeby the Issuer, the Issuer shall makesuch deduction or withholding at the rate for the time being in force,
unless the bearer in writing (i) confirms to the Issuer that, whenpaid to the bearer, such paymentwill be, or that the bearer will be, exempt
from such Hong Kongtax, (ii) undertakes to indemnify the Issuer against any liability to which the Issuer may be or becomesubject
in respect of such HongKongtax on such payment, and (iii) produces such additional evidence as the Issuer mayrequire, in which event
the relevant paymentshall (subject to any other legal obligation under HongKonglaw to withhold or deduct any amountnotwithstanding
such exemption) be made without deduction of such Hong Kong tax.
The rights and obligations of the bearer and the Issuer shall be solely as provided in this Certificate and shall be governedby the
laws of Hong Kong.




The Hang Seng index is published and compiled by HSI Services Limited pursuant to a licence from Hang Seng Data Services
Limited. No warranty, representation or guarantee is made or given by HSI Services Limited or Hang Seng Data Services Limited to
any broker or any bearer of the certificates or any other person as to the accuracy or completenessof the HangSengIndex or any information
related thereto and no warranty, representation or guarantee of any kind related to the Hang Seng Index is given or may be implied.
The process and basis of computation and compilation of the Hang Seng Index and any of the related formula or formulae, constituent
stocks and factors mayat any time be changedor altered by HSI Services Limited without notice. No liability is accepted by HSI Services
Limited or Hang Seng Data Services Limited or the Issuer in respect of the use and/or reference to the Hang Seng Index in connection
with the certificates, or for any inaccuracies, omissions, mistakes or errors of HSI Services Limited in the computation of the HangSeng
Index or any economicor other loss which maybe directly or indirectly sustained by any broker or any bearer of the certificates or any
other person dealing with the certificates as a result thereof and no claim, action or legal proceedings maybe brought against HSI Services
Limited and/or Hang Seng Data Services Limited and/or the Issuer in connection with the certificates in any manner whatsoever by any
broker or any bearer of the certificates or other person dealing with the certificates. Any broker or any bearer of the certificates or other
person dealing with the certificates does so therefore in full knowledgeof this disclaimer.
98ON REVERSE
1.InterestPaymentDatesandInteresrtPeriodsandInfPrrctPPrindc.
(a) If any Interest Payment Date, including the Maturity Date, would otherwise fall on a day which is not a business day in
HongKong(for which purpose a Saturday shall not be deemedto be a business day), it shall be postponedto the immediately succeeding
businessday unless it wouldthereby fall into the next calendar monthin which event it shall be brought forward to the immediately preceding
business day.
(b) The period between the Deposit Date and the first Interest Payment Date and each period thereafter between successiv
Interest PaymentDates are each referred to as an Interest Period.
(c) Interest will be calculated on the basis of actual numberof days elapsed in an Interest Period and a year of 365 days.
1 2. Additional Amount
(a) The additional amount(if any) payable on the Maturity Date shall be determined by the Issuer in accordancewith the following
Iformula-
A= HK$35 x (OHSI- MHSI)
where:
A= additional amount payable
MHSI= the closing value of the HSI on the Maturity Date, as determined by the Issuer and
OHSI= the closing value of the HSI on the Deposit Date, as determined by the Issuer.
(b) For the purposes of paragraph (a), a fraction of a point decrease in the HSI shall b rounded to the nearest one point, one-
half being rounded downward.
(c) If the Issuer shall determine that there has been any change in the componentstocks tor the purpose or caicuiating the rnW
or any other change in the methodof calculating the HSI, then OHSI shall be adjusted in such manneras the Issuer shall determine to
be necessary in order to take account of such change. Notice of any such adjustment shall be given to the bearers not later than 7 days
thereafter. in accordance with Condition 3.
(d) If the HSI shall cease to be published by HSI Services Ltd. or shall cease to be published in its present form, but shall be
succeededby another index which in the determination of the Issuer is substantially similar, then such successor index shall be used for
the purpose of this Condition in lieu of the HSI and all references herein to the HSI shall be construed accordingly. Notice of any such
successor index shall be given to the bearers not later than 7 days after determination thereof, in accordance with Condition 3.
(e) The additional amount (if any) payable, as calculated in accordance with this Condition, shall be rounded to the nearest
Hong Kong Dollar, 50 cents being rounded downward.
(f) Each determination madeby the Issuer under this Condition shall be binding and conclusive on each bearer, except for manifest
error.
3. Notices
Notices will be published in the South China Morning Post or another leading daily newspaper published in Hong Kong in the
English language specifying any changeof address of the Issuer within 14 days of such changeand specifying any adjustment, in accordance
with Condition 2(c), or determination, in accordance with Condition 2(d), within 7 days thereafter. Any such notice shall be duly given




SIGNATORY(HONG KONG DOLLARS)DATE PAIDDATE
21 October, 1988
23 October, 1989
(* including the amount of any Hong Kong tax required to be deducted).
ADDITIONAL AMOUNT
SIGNATURE
OF AUTHORISEDADDITIONAL AMOUNT PAID
SIGNATORY(HONG KONG DOLLARS)MHSIOHSI
99HONG KONG TAXATION
Under present legislation no interest tax will be deductible from interest on the deposits represented by the CDs, as interest on HongKong
dollar deposits madewith a financial institution carrying on business in HongKong is exempt from interest tax.
However, interest will be subject to deduction of HongKonginterest tax if the sameis enforced at any time during the life of the CDs
unless appropriate evidence and indemnification can be produced to justify payment without such deduction.
Where a holder of a CD (whether an individual or a corporation) carrying on a trade, profession or business in Hong Kong, disposes
of or redeemson maturity the CDand makesa profit or loss, such profit or loss, in the case of a corporation, will be taken into account for
profits tax purposes and, in the case of an individual, will be taken into account for profits tax purposes where such profits or losses are in
respect of the funds of that trade, profession or business. Any additional amountpaid in respect of an increase or decrease in the Index level
at the Maturity Date from the base Index will likely constitute profits for such purposes.
Any interest on the CDreceived by a corporate holder carrying on a trade, profession or business in HongKongwill be subject to profits
tax. Any interest on the CD received by an individual holder carrying on a trade, profession or business in HongKong, where such interest
is in respect of the funds of that trade, profession or business, will be subject to profits tax.
Holders or intending holders who are in doubt as to their own tax position are recommendedto consWt their advisers.
The contents of this Information Memorandumare based on Hong Kong law as at October, 1987.
THE HANG SENG INDEX
The Hang Seng Index is published and compiled by HSI Services Limited pursuant to a licence from Hang Seng Data Services Limited.
No warranty, representation or guarantee is madeor given by HSI Services Limited or Hang Seng Data Services Limited to any broker or any
bearer of the certificates or any other person as to the accuracy or completeness of the Hang Seng Index or any information related thereto
and no warranty, representation or guarantee of any kind related to the Hang Seng Index is given or may be implied. The process and basis
of computation and compilation of the Hang Seng Index and any of the related formula or formulae, constituent stocks and factors may at
any time be changed or altered by HSI Services Limited without notice. No liability is accepted by HSI Services Limited or Hang Seng Data
Services Limited or the Issuer in respect of the use and/or reference to the Hang Seng Index in connection with the certificates, or for any
inaccuracies, omissions, mistakes or errors of HSI Services Limited in the computation of the Hang Seng Index or any economic or other loss
which maybe directly or indirectly sustained by any broker or any bearer of the certificates or any other person dealing with the certificates
as a result thereof and no claim, action or legal proceedings may be brought against HSI Services Limited and/or Hang Seng Data Services
Limited and/or the Issuer in connection with the certificates in any mannerwhatsoever by any broker or any bearer of the certificates or other
person dealing with the certificates. Any broker or any bearer of the certificates or other person dealing with the certificates does so-therefore
in full knowledgeof this disclaimer.
FURTHER INFORMATION
For secondary market prices please contact:For any further information about the issue please contact:
Wardley Thomson LimitedWardley Capital Limited
5th Floor, Hutchison House7th Floor, Hutchison House
10 Harcourt Road10 Harcourt Road
Hong KongHong Kong
Tel: 5-211661 or 5-212646Tel: 5-8418888
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1. Securities Bulletin, The Stock Exchange of Hong Kong
Limited, various issues.
2. Hong Kong Monthly Digest of Statistics, Hong Kong
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1. Wardley Capital Limited:
Mr. Michael Parr, Director
Mr. Richard Yeh, Director.
2. Hong Kong Capital Market Association:
Mr. N.M. Whitehouse, Chairman.
3. Schroders Asia Limited:
Mr. N.R. MacAndrew, Managing Director.
4. Jardine Fleming Company, Limitea:
Mr. Paul Y.M. Cheung, Director
Mr. Tony S.K. Li, Manager- Capital Market.
5. CEF Capital Limited:
Ms. Barbara L. Shiu,
Associate Director- Capital Markets;
Mr. Peter H.T. Chau, Manager- Capital Markets;
Mr. P.K. Tang, Controller.
6. ANZ Securities Asia Limited;
Mr. Peter Franklin, Director.
7. Manufacturers Hanover Asia Limited:
Ms. Michelle Chang, Associate Director.
8. N.M. Rothchild Sons (HK) Limited:
Mr. John Lee, Director- Banking Department.


